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COMMODITY  FUTURES  TRADING 
COMMISSION 
[  17  CFR  Part  1  ] 

CONTRACT  MARKET  RULES;  SUBMISSION 
OF  RULES  TO  COMMISSION;  EMER¬ 
GENCY  CIRCUMSTANCES;  EXEMPTION 
OF  CERTAIN  OPERATIONAL  AND  AD¬ 
MINISTRATIVE  RULES 

Request  for  Comments 

On  July  10,  1975,  the  Commodity  Fu¬ 
tures  Trading  Commission  (“Commis¬ 
sion”)  revised  §  1.41  of  the  regulations 
under  the  Commodity  Exchange  Act,  as 
amended  (“Act”),  7  U.S.C.  1-22.17  CFR 
1.41  and  1.40  FR  29085.  As  revised,  regu¬ 
lation  1.41  implemented  certain  pro¬ 
visions  of  section  5a(12)  of  the  Act,  7 
U.S.C.  7a(12).  For  example,  regulation 
1.41  defines  the  “emergencies”  in  which 
section  5a(12)  of  the  Act  permits  a  con¬ 
tract  market  to  place  certain  temporary 
rules  into  effect  without  prior  Commis¬ 
sion  approval. 

The  July  10  revision  was  interim  in 
nature;  in  announcing  the  revision,  the 
Commission  also  requested  comments 
thereon.  The  Commission  has  considered 
the  comments  received  and  hereby  pro¬ 
poses  further  revisions  to  regulation  1.41. 
The  Commission  invites  interested  per¬ 
sons  to  comment  on  the  proposed  re¬ 
visions. 

Summary  of  Regulation  1.41  and  the 
Newly-Proposed  Revision 

Section  5a (12)  of  the  Act,  which  was 
added  to  the  Act  by  section  210  of  the 
Commodity  Futures  Trading  Commission 
Act  of  1974,  Pub.  L.  No.  93-463,  210,  88 
Stat  1389,  1401  (October  23,  1974),  re¬ 
quires  contract  markets  to 

submit  to  the  Commission  for  its  approval 
all  bylaws,  rules,  regulations,  and  resolutions 
made  or  Issued  by  such  contract  market,  or  by 
the  governing  board  thereof  or  any  committee 
thereof  which  relate  to  terms  and  conditions 
In  contracts  of  sale  to  be  executed  on  or 
subject  to  the  rules  of  such  contract  market 
or  relate  to  other  trading  requirements  ex¬ 
cept  those  relating  to  the  setting  of  levels  of 
margin. 

Section  5a(12)  exempts  from  this  prior- 
approval  requirement  any  “temporary 
rule”  dealing  with  an  “emergency,”  as 
defined  by  the  Commission.1 

Regulation  1.41  generally  provides — as 
does  section  5a(12) — that  contract  mar¬ 
kets  must  submit  to  the  Commission 
copies  of  any  proposed  “rule”  at  least  30 
days  before  its  planned  effective  date  and 


*In  this  connection,  section  5a(12)  pro¬ 
vides  as  follows: 

The  Commission  shall  specify  the  terms 
and  conditions  under  which  a  contract  mar¬ 
ket  may.  In  an  emergency,  as  defined  by  the 
Commission,  adopt  a  temporary  rule  dealing 
with  trading  requirements  without  prior 
Commission  approval.  In  the  event  of  such  an 
emergency,  as  defined  by  the  Commission, 
requiring  Immediate  action,  the  contract 
market  by  a  two-thirds  vote  of  Its  governing 
board  may  place  Into  Immediate  effect  with¬ 
out  prior  Commission  approval  a  temporary 
rule  deeding  with  such  emergency  If  It  no¬ 
tifies  the  Commission  of  such  action  with  a 
complete  explanation  of  the  emergency  in¬ 
volved. 


that  a  rule  may  not  become  effective  un¬ 
less  approved  by  the  Commission.  The 
regulation  further  provides  that,  in  an 
emergency,  a  contract  market  rule  deal¬ 
ing  with  trading  requirements  need  not 
be  so  filed  and  may  be  placed  Into  Im¬ 
mediate  effect  as  a  “temporary  rule” 
without  prior  Commission  approval  by  a 
two-thirds  vote  of  the  contract  market’s 
“governing  board.”  Regulation  1.41  cur¬ 
rently  defines  an  emergency  as : 

any  threatened  or  actual  market  manipula¬ 
tion  or  corner,  any  act  of  the  United  States 
or  a  foreign  government  affecting  a  commod¬ 
ity,  or  any  other  major  market  disturbance, 
any  of  which  prevents  the  market  from  ac¬ 
curately  reflecting  the  forces  of  supply  and 
demand  for  the  commodity  affected.* 

Although  the  proposed  revision  of 
regulation  1.41  would  not  materially 
change  the  current  operative  portions  of 
the  regulation,  it  would  significantly 
alter  other  portions  of  the  regulation, 
principally  by  redefining  certain  terms 
and  by  adding  new  definitions.  Specifi¬ 
cally,  the  revision  would;  (1)  Redefine 
“rule  of  a  contract  market”  broadly  to 
include  any  of  the  actions  subject  to  prior 
Commission  approval  under  section  5a 
(12)  of  the  Act;  (2)  redefine  the  term 
“emergency”  by  setting  forth  a  list  of 
representative  “emergency”  situations; 
(3)  define  “governing  board  of  a  con¬ 
tract  market”  to  Include  the  board  of 
directors,  board  of  governors,  and  any 
duly  authorized  committee ;  (4)  limit  the 
duration  of  a  “temporary  emergency 
rule”  to  the  period  of  the  emergency,  but 
not  to  exceed  30  days  unless  the  Commis¬ 
sion  approves  the  rule  pursuant  to  sec¬ 
tion  5a(12)  of  the  Act;  and  (5)  exempt 
certain  types  of  operational  and  admin¬ 
istrative  rules  from  the  prior-approval 
requirement  of  section  5a(12)  of  the  Act. 
The  revision  would  also  require  contract 
markets,  in  submitting  copies  of  proposed 
rules  to  the  Commission  for  its  approval 
pursuant  to  section  5a(12)  of  the  Act,  to 
furnish  an  explanation  of  the  rule,  in¬ 
cluding  its  purpose,  and  any  other  in¬ 
formation  that  might  aid  the  Commission 
in  its  analysis  of  the  rule. 

Description  of  the  Proposed  Revision 

1.  Definition  of  “rule  of  a  contract  mar¬ 
ket.”  Paragraph  (a)  of  the  proposed  reg¬ 
ulation  sets  forth  a  revised  definition  of 
the  term  “rule  of  a  contract  market” 
which,  in  general,  follows  the  language  of 
section  5a(12)  of  the  Act.  This  is  in 
response  to  comments  from  contract 
markets  that  the  present  definition  is 
unclear.  The  Commission  emphasizes 


*  This  language  Is  substantially  that  of  sec¬ 
tion  8a (9)  of  the  Act,  which  authorizes  the 
Commission  In  an  "emergency”  to  direct  a 
contract  market  to  take  such  action  as  the 
Commission  deems  necessary  to  maintain  or 
restore  orderly  trading  In  or  the  liquidation 
of  any  futures  contract.  In  adopting  this  in¬ 
terim  definition  of  the  term  "emergency”  in 
regulation  1.41,  the  Commission  stated  that 
it  was  using  the  language  of  section  8a(9) 
because  the  Commission  had  not  had  an  op¬ 
portunity  at  that  time  to  examine  as  fully  as 
It  believed  necessary  the  ramifications  of  a 
definition  of  the  term  "emergency”  in  the 
context  of  section  5a(12)  of  the  Act.  40  FR 
29085. 


that  the  proposed  definition  Is  purpose¬ 
fully  broad  so  as  to  be  consistent  with 
the  Commission’s  authority  In  this  area. 

One  exchange  suggested  that  the  rules 
of  clearing  organizations  are  not  subject 
to  the  prior-approval  requirement  of 
section  5a  (12).  The  Commission  believes 
otherwise.  In  Its  view,  for  purposes  of 
contract  market  rule  review  under  sec¬ 
tion  5a  (12),  a  clearing  organization 
should  be  considered  part  of  any  contract 
market  for  which  it  clears  trades.  The 
clearance  of  trades  is  as  vital  a  function 
of  a  futures  market  as  is  the  actual  exe¬ 
cution  of  trades  on  the  contract  market 
floor.  In  many  cases,  a  clearing  organiza¬ 
tion’s  rules  relate  as  closely  to  contract 
market  trading  requirements  as  do  the 
contract  market  rules  setting  out  the 
terms  and  conditions  of  the  contracts  of 
sale.  Indeed,  the  bylaws  or  rules  of  many 
clearing  organizations  and  exchanges 
provide  that  the  bylaws  and  rules  of  the 
organization  shall  be  considered  a  part 
of  the  terms  and  conditions  of  every  con¬ 
tract  of  sale  cleared  through  the  orga¬ 
nization.  Therefore,  under  the  proposed 
revision,  the  term  “contract  market”  is 
defined  to  include  the  clearing  organiza¬ 
tion  of  the  contract  market.*  Neverthe¬ 
less,  the  Commission  would  appreciate 
comment  on  the  applicability  of  section 
5a(12)  to  the  rules  of  clearing  organiza¬ 
tions. 

2.  Definition  of  “emergency.”  Regula¬ 
tion  1.41  presently  defines  the  term 
“emergency”  by  primarily  utilizing  stat¬ 
utory  language  contained  in  section  8a 
(9)  of  the  Act.  Several  exchanges  criti¬ 
cized  that  approach,  contending  that  the 
emergency  provisions  of  section  8a (9)  are 
narrower  than  those  contained  in  sec¬ 
tion  5a  (12).  The  Commission  views  its 
emergency  powers  as  broad  and,  there¬ 
fore,  does  not  agree  with  that  conten¬ 
tion;  nonetheless,  the  Commission  does 
believe  that  the  definition  of  “emer¬ 
gency”  in  regulation  1.41  should  be  clari¬ 
fied.  The  proposal  essentially  follows  the 
approach  suggested  by  one  exchange  that 
the  definition  set  forth  types  of  situations 
that  would  constitute  “emergencies” 
within  the  meaning  of  regulation  1.41. 
The  emergency  circumstances  listed  in 
the  proposal  include: 

(1)  Circumstances  specifically  defined 
in  contract  market  rules  as  “emergen¬ 
cies”  (these  rules  would  of  course  have  to 
be  submitted  to  the  Commission  for  its 
prior  approval  under  section  5a(12) ) ; 
and 

(2)  Circumstances  which  immediately 
and  substantially  threaten,  or  may 
threaten,  the  fair  and  orderly  trading  in, 
or  the  liquidation  of  or  delivery  pursuant 
to,  any  contract  on  a  contract  market, 
including: 

(a)  Manipulative  activities  or  at¬ 
tempted  manipulative  activities,  actual 


•  One  exchange  suggested  that  several  other 
areas  of  contract  market  rules  may  not  be 
subject  to  section  6a(12),  as,  for  example, 
arbitration  niles  adopted  by  contract  markets 
pursuant  to  section  5a  (11)  of  the  Act.  The 
Commission  has  already  expressed  the  view 
that  such  arbitration  rules  are  subject  to 
section  5a(12).  40  FR  54430  (November  24, 
1975). 
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or  attempted  corners  or  squeezes,  or  any 
price  distortion  in  contracts  traded  on 
the  contract  market;  or 

(b)  Actions  by  any  governmental  body 
that  will  have  a  direct  impact  on  trading 
on  a  contract  market;  or 

(c)  Circumstances  having  a  substan¬ 
tial  adverse  effect  upon  the  physical 
functions  of  a  contract  market,  includ¬ 
ing,  for  example,  fire  or  other  casualty, 
bomb  threats,  inclement  weather,  power 
failures,  and  communications  and  trans¬ 
portation  breakdowns;4  or 

(d)  The  bankruptcy,  insolvency,  de¬ 
fault  or  unsound  financial  condition  of 
any  member  firm  of  a  contract  market 
which  may  affect  the  ability  of  that 
member  to  perform  on  its  contracts  or 
which  may  endanger  the  safety  of  funds 
of  customers,  creditors  of  the  contract 
market,  members  of  the  contract  mar¬ 
ket,  or  the  clearing  organization  of  the 
contract  market;  or 

(4)  Other  unusual,  unforeseeable  and 
adverse  circumstances  in  which  immedi¬ 
ate  action  is  necessary  but  in  which  there 
may  not  be  an  adequate  opportunity  for 
contract  markets  to  seek  prior  Commis¬ 
sion  approved  of  a  rule. 

3.  Definition  of  “governing  board.” 
Regulation  1.41  presently  does  not  de¬ 
fine  the  term  “governing  board”  (which, 
under  regulation  1.41  and  section  5a(12) 
of  the  Act,  is  the  body  that  must  approve 
“temporary  emergency  rules”).  Several 
exchanges  urged  the  Commission  to  de¬ 
fine  this  term  and  to  have  the  definition 
include  a  committee  or  officer  of  the  ex¬ 
change  authorized  to  take  emergency 
action.  The  Commission’s  proposal  de¬ 
fines  “governing  board”  to  include  a  com¬ 
mittee — but  not  an  officer — of  a  contract 
market  duly  authorized  by  contract  mar¬ 
ket  rules  to  adopt  a  temporary  rule  in 
an  “emergency”  under  regulation  1.41. 
(A  contract  market  rule  delegating  such 
authority  to  a  committee  would  of  course 
have  to  be  approved  by  the  Commission 
under  section  5a  (12)  before  the  rule 
could  become  effective.)  The  Commis¬ 
sion  believes  that  such  a  definition  is 
necessary  and  appropriate  to  ensure  that 
contract  markets  have  sufficient  flexi¬ 
bility  to  meet  urgent  emergency  situa¬ 
tions  that  require  prompt  action.  If  the 
term  "governing  board”  is  narrowly  de¬ 
fined  to  Include  only  the  entire  board  of 
directors  (or  governors)  of  a  contract 
market,  such  flexibility  may  be  lacking 
and  an  emergency  might  then  have  seri¬ 
ous  adverse  impacts  on  the  contract 


4  It  has  been  suggested  that  “physical 
emergencies’*  which  severely  and  adversely 
affect  the  physical  functions  of  a  contract 
market  be  treated  as  operational  exemptions. 
While  the  regulation  would  exempt  certain 
operational  and  administrative  rules  from 
the  prior-approval  requirement  of  section 
5a (12)  of  the  Act,  the  exemption  does  not 
extend  to  physical  emergencies.  As  noted 
below,  however,  contract  markets  are  not 
precluded  from  adopting  permanent  rules, 
subject  to  prior-approval  by  the  Commission, 
which  authorize  a  designated  official  of  a 
contract  market  to  suspend  trading  in  the 
event  of  a  physical  emergency  which  so  af¬ 
fects  the  physical  functions  of  the  contract 
market. 


market  and  the  users  of  the  contract 
market  before  the  board  could  meet.' 

4.  Definition  of  “two- thirds  vote.”  One 
exchange  urged  the  Commission  to  in¬ 
terpret  broadly  the  requirement  of  sec¬ 
tion  50.(12)  that  emergency  rules  be 
adopted  by  “a  two-thirds  vote  of  [the 
contract  market’s!  governing  board.”  It 
was  suggested  that  a  two-thirds  vote  of 
the  members  of  the  governing  board  pres¬ 
ent  at  the  time  of  the  vote  should  be 
sufficient  for  such  action.  The  proposal' 
contains  such  as  a  provision  subject  only 
to  a  minimal  quorum  requirement.  How¬ 
ever,  the  Commission  requests  comment 
on  whether  this  flexibility  is  necessary  in 
light  of  the  Commission’s  proposed  def¬ 
inition  of  “governing  board.”  The  Com¬ 
mission  also  requests  comment  on 
whether  the  quorum  requirements  con¬ 
tained  in  state  laws,  as  well  as  those  con¬ 
tained  in  the  proposal  itself,  permit  suf¬ 
ficient  flexibility  in  “emergency”  circum¬ 
stances. 

5.  Definition  of  “ temporary  emergency 
rule."  The  proposal  defines  the  term 
“temporary  emergency  rule”  to  Include 
any  temporary  rule  of  a  contract  market 
that  is  adopted  by  a  two-thirds  vote  of 
its  governing  board  to  meet  an  “emer¬ 
gency.”  One  exchange  suggested  that  the 
Commission  define  a  temporary  emer¬ 
gency  rule  as  a  rule  that  lasts  for  the 
duration  of  an  emergency.  The  proposal 
restricts  the  duration  of  a  temporary 
emergency  rule  to  the  duration  of  the 
emergency,  not  to  last  more  than  30  days 
without  express  Commission  approval, 
and  in  no  case  to  extend  beyond  90  days 
from  the  date  the  temporary  rule  is  first 
put  into  effect. 

Naturally,  modifications  of  a  tempo¬ 
rary  emergency  rule  would  also  be  sub¬ 
ject  to  the  provisions  of  regulation  1.41. 
Furthermore,  any  such  modification 
could  not  operate  to  extend  the  limita¬ 
tion  contained  in  the  Commission’s  pro¬ 
posed  revision  of  regulation  1.41  on  the 
duration  of  the  temporary  rule  being 
modified. 

6.  Physical  emergencies.  In  proposing 
this  definition  of  a  “temporary  emer¬ 
gency  rule,”  the  Commission  does  not  in¬ 
tend  to  preclude  contract  markets  from 
adopting  more  permanent  forms  of  rules 
that  set  forth  specific  action  that  may  be 
taken  in  specific  circumstances.  For  ex¬ 
ample,  the  proposed  regulation  specifi¬ 
cally  permits  a  designated  contract 
market  official,  authorized  by  a  contract 
market  rule  previously  approved  by  the 
Commission  pursuant  to  section  5a  (12) 
of  the  Act,  to  suspend  trading  on  the 
contract  market  where  the  physical  func¬ 
tions  of  the  contract  market  have  been 
severely  and  adversely  affected  by  a 
“physical  emergency,”  such  as  a  bomb 
scare  or  a  power  failure.  (Paragraph  (c) 
of  the  proposed  rule  would  also  permit 
such  a  designated  official  to  order  resto- 


•  The  Commission  recognizee  that  state 
corporation  laws  authorize  informal  actions 
by  boards  of  directors  of  corporations  and 
that  such  provisions  provide  some  flexibility 
in  this  area.  However,  the  Commission  is  con¬ 
cerned  that  even  those  provisions  may  not 
be  sufficient  where  immediate  action  Is  nec¬ 
essary. 


ration  of  trading  after  the  emergency 
has  abated,  if  so  authorized  by  the  con¬ 
tract  market  rule.)  Action  under  such 
a  rule  would  not  be  subject  to  the  re¬ 
quirements  of  regulation  1.41  applicable 
to  a  temporary  emergency  rule.  However, 
any  such  rule  would  have  to  be  approved 
by  the  Commission  pursuant  to  section 
5a(12)  of  the  Act  prior  to  its  implemen¬ 
tation. 

7.  Emergency  actions.  The  Commis¬ 
sion’s  proposal  also  sets  forth  the  types 
of  actions  a  contract  market  may  take 
pursuant  to  a  temporary  emergency  rule, 
including  suspension  or  modification  of 
other  contract  market  rules,  limitations 
on  trading  (such  as  trading  for  liquida¬ 
tion  only),  and  liquidation  of  all  open 
contracts. 

8.  New  notification  requirements  with 
respect  to  submissions  pursuant  to  sec¬ 
tions  Sail)  and  5a(12).  The  proposal  re¬ 
quires  each  submission  pursuant  to  sec¬ 
tion  5a(12)  of  the  Act  to  be  accompanied 
by  an  explanation  designed  to  aid  the 
Commission  in  its  evaluation  of  the  pro¬ 
posed  contract  market  rule.  The  explana¬ 
tion  furnished  by  the  contract  market 
must  cover  such  areas  as  the  mechanics, 
implementation  date,  anticipated  effect, 
purpose  and  background  of  the  proposed 
rule  or  rule  change. 

The  proposal  also  contains,  in  slightly 
restated  form,  the  requirements  of  cur¬ 
rent  regulation  1.41  that  exchanges 
promptly  notify  the  Commission  of 
changes  in  membership  and  promptly 
furnish  the  Commission  with  copies  of 
all  newly  adopted  rules  and  changes  in 
existing  rules  not  subject  to  Commis¬ 
sion  approval  under  section  5a(12)  of  the 
Act. 

9.  Rules  not  subject  to  Commission 
review — Operational  and  administra¬ 
tive  rules.  Although  the  Commission  has 
had  only  a  relatively  brief  experience  in 
reviewing  market  rules  submitted  pur¬ 
suant  to  section  5a(12),  it  has  received 
many  proposed  rules  that  do  not  appear 
to  necessitate  Commission  review  since 
they  are  operational  or  administrative  in 
nature.  In  addition,  the  Commission  has 
received  many  changes  to  substantive 
rules  which  are  operational  or  adminis¬ 
trative  in  nature  and  likewise  do  not 
necessitate  Commission  review.  (For  ex¬ 
ample,  certain  contract  markets  have 
changed  all  references  in  their  rules  to 
the  “Secretary  of  Agriculture”  to  ref¬ 
erences  to  the  “Commission.”)  Section 
5a  (12)  authorizes  the  Commission  to 
adopt  a  regulation  exempting  “enumer¬ 
ated  types  of  contract  market  opera¬ 
tional  and  administrative  rules”  from 
the  prior-approval  requirement  of  the 
section.  Regulation  1.41,  as  proposed, 
enumerates,  by  way  of  example,  certain 
types  of  operational  and  administrative 
rules  which  would  be  exempt  from  sec¬ 
tion  5a(12)’s  prior-approval  require¬ 
ment  under  the  regulation,  such  as  rules 
relating  to  hours  of  trading;  however,  it 
is  the  intent  of  the  Commission  that  the 
exemptive  provisions  of  regulation  1.41 
be  broadly  Interpreted  to  exempt  all  op¬ 
erational  and  administrative  rules  which 


*  See  also  note  4  supra. 
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are  similar  in  nature  to  those  set  out  in 
the  proposed  regulation.'  The  Commis¬ 
sion  is  particularly  interested  in  com¬ 
ments  on  the  types  of  rules  which  should 
be  characterizel  as  operational  or  ad¬ 
ministrative  for  purposes  of  this  exemp¬ 
tion. 

A  decision  as  to  whether  a  rule  is  op¬ 
erational  or  administrative  would  be 
made  in  the  first  instance  by  the  con¬ 
tract  market.  Should  the  contract  mar¬ 
ket  determine  that  a  proposed  rule  or 
rule  change  is  operational  or  adminis¬ 
trative  in  nature,  it  would  not  be  re¬ 
quired  to  submit  that  rule  to  the  Com¬ 
mission  pursuant  to  section  5a  (12). 
Rather,  pursuant  to  section  5a(l)  of  the 
Act,  the  contract  market  would  be  re¬ 
quired  to  “promptly  furnish  the  Com¬ 
mission  copies”  of  the  rule. 

Under  the  proposed  regulation,  ex¬ 
empted  rules  could  become  effective  10 
days  after  receipt  by  the  Commission 
unless  the  contract  market  is  notified 
otherwise.  In  certain  instances  the  Com¬ 
mission  might  require  more  than  10  days 
to  determine  whether  a  rule  or  rule 
change  was  in  fact  operational  or  ad¬ 
ministrative,  and  the  contract  market 
would  be  notified  if  more  time  was  re¬ 
quired.  In  that  instance  the  rule  would 
not  become  effective  until  further  notifi¬ 
cation  by  the  Commission* 

Cash  Market  Rules 

One  exchange  asked  the  Commission 
to  exempt  from  the  prior-approval  re¬ 
quirement  of  section  5a(12)  of  the  Act 
those  contract  market  rules  governing 
cash  transactions.  The  Commission’s 
proposed  revision  of  regulation  1.41  does 
not  contain  such  an  exemption,  but  the 
Commission  requests  comment  on  (1)  the 
need  for  section  5a(12)  review  of  such 
rules,  (2)  how  such  rules  might  be  legally 
exempted,  and  (3)  how  these  rules  inter¬ 
relate  with  contract  market  rules  govern¬ 
ing  futures  transactions. 

The  Commission’s  Advisory  Committee 
on  Market  Regulation  is  presently  con¬ 
sidering  the  scope  of  section  5a(12)  of 
the  Act,  including  its  applicability  to 
cash  market  rules  of  designated  contract 


T  Certain  types  of  operational  and  admin¬ 
istrative  rules  which  would  be  exempted  from 
the  prior-approval  requirement  of  section 
5a(12)  by  regulation  1.41  may  also  constitute 
actions  which  may  be  taken  by  the  govern¬ 
ing  board  of  a  contract  market  acting  in  re¬ 
sponse  to  an  emergency  (eg.,  rules  relating 
to  hours  of  trading).  However,  due  to  the 
fact  that  the  Commission  must  be  notified  at 
least  10  days  prior  to  the  effective  date  of  an 
operational  or  administrative  rule  exempted 
from  section  6a(12)  by  regulation  1.41,  the 
Commission  has  extended  Its  definition  of  a 
temporary  emergency  rule  to  include  such 
operational  and  administrative  rules. 

*  Rules  which  are  determined  by  a  con¬ 
tract  market  to  be  merely  operational  or  ad¬ 
ministrative  should  be  submitted  separately 
from  section  5a(12)  submissions  with  an  ex¬ 
planation  that  they  are  being  submitted 
pursuant  to  section  5a(l)  of  the  Act  because 
they  are  operational  or  administrative.  The 
Commission,  of  course,  retains  authority  to 
disapprove,  pursuant  to  section  5a(12),  even 
an  operational  or  administrative  rule  ex-, 
empted  from  the  prior-approval  requirement 
of  section  5a(12)  by  regulation  1.41. 
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markets.  In  addition,  the  Cash  Market 
Subcommittee  of  the  Commission’s  Ad¬ 
visory  Committee  on  Definition  and  Reg¬ 
ulation  of  Market  Instruments  is  con- 
sdeirlng  the  Commission's  authority  over 
the  cash  markets.  After  the  Commission 
has  considered  the  reports  and  recom¬ 
mendations  of  those  Advisory  Commit¬ 
tees,  it  will  make  a  determination  with 
respect  to  the  scope  of  section  5a(12) .  In 
the  interim,  the  Commission’s  Division  of 
Trading  and  Markets,  in  a  letter  to  one 
designated  contract  market,  took  a  “no 
action”  position  with  respect  to  cash 
market  rules;  this  position  is  applicable 
to  all  contract  markets.  The  Division’s 
letter  stated: 

Because  of  the  uncertainty  of  this  Issue,  the 
Division  has  determined  that  It  will  not  rec¬ 
ommend  to  the  Commission  at  this  time  that 
It  review  for  approval  or  disapproval,  pursu¬ 
ant  to  section  5a(12)  of  the  Act,  those  con¬ 
tract  market  rules  relating  exclusively  to 
the  cash  market.  Nor  will  the  Division  rec¬ 
ommend  that  the  Commission  Institute  en¬ 
forcement  action  against  a  contract  market 
for  failure  to  submit  such  cash  market  rules 
for  Commission  approval,  should  It  later  be 
determined  by  the  Commission  that  cash 
market  rules  are  within  the  scope  of  section 
5a  (12)  of  the  Act.  Nevertheless,  contract 
market  rules  relating  to  cash  transactions 
must  be  submitted  to  the  Commission  pur¬ 
suant  to  section  5a(l)  of  the  Act.* 

Authority  * 

The  following  regulation  is  proposed 
under  the  authority  of  sections  5a  and 
8a  of  the  Commodity  Exchange  Act,  as 
amended  (7  U.S.C.  7a  and  12a) . 

In  considering  of  the  foregoing,  the 
Commission  hereby  proposes  to  revise 
§  1.41  of  17  CFR  Chapter  I  as  follows: 

§  1.41  Contract  market  rules;  Submis¬ 
sion  of  rules  to  Commission;  emer¬ 
gency  circumstances;  exemption  of 
certain  operational  and  administra¬ 
tive  rules. 

(a)  For  purposes  of  this  section: 

( 1 )  The  terms  “rule  of  a  contract  mar¬ 
ket”  and  “contract  market  rule”  mean 
any  constitutional  provision,  article  of 
incorporation,  bylaw,  rule,  regulation, 
resolution,  interpretation,  instrument  or 
stated  policy,  in  whatever  form  adopted, 
and  any  amendment  thereto,  made  or  is¬ 
sued  by  a  contract  market,  or  by  the  gov¬ 
erning  board  thereof  or  any  committee 
thereof  which  relates  to  terms  and  condi¬ 
tions  in  contracts  of  sale  to  be  executed 
on  or  subject  to  the  rules  of  such  con¬ 
tract  market  or  to  other  trading  require¬ 
ments  except  those  relating  to  the  set¬ 
ting  of  levels  of  margin.  For  purposes  of 
this  section,  the  term  “contract  market” 
includes  a  clearing  organization  that 
clears  trades  for  the  contract  market. 

(2)  The  term  “emergency”  means: 

(i)  Any  occurrence  or  circumstance 

specifically  defined  as  an  “emergency” 
by  the  rules  of  a  contract  market  which 
have  been  previously  approved  by  the 


•  See  letter  from  Thomas  A.  Russo,  Director, 
Division  of  Trading  and  Markets,  to  Walter 
M.  Vernon  III,  Executive  Vice  President  and 
Secretary,  Board  of  Trade  of  Kansas  City, 
Missouri,  Inc.,  February  13.  1976,  on  file  with 
the  Commission  in  Washington,  D.C. 


Commission  pursuant  to  section  5a(12) 
of  the  Act;  and 

<ii)  Any  other  occurrence  or  circum¬ 
stance  which,  in  the  opinion  of  such  gov¬ 
erning  board,  immediately  and  substan¬ 
tially  threatens  or  may  threaten  the  fair 
and  orderly  trading  in,  or  the  liquidation 
of  or  delivery  pursuant  to,  any  contract 
for  the  future  delivery  of  a  commodity 
on  such  contract  market,  including  the 
following:  • 

(A)  Any  manipulative  activity  or  at¬ 
tempted  manipulative  activity; 

(B)  Any  actual  or  attempted  corner, 
squeeze  or  undue  concentration  of  posi¬ 
tions; 

(C)  Any  circumstance  which  may  se-  . 
verely  affect  the  performance  of  con¬ 
tracts  traded  on  the  contract  market; 

(D)  Any  action  taken  by  the  United 
States  or  any  foreign  government  or  any 
state  or  local  governmental  body,  any 
other  contract  market,  board  of  trade,  or 
any  other  exchange  or  trade  association 
(foreign  or  domestic),  which  will  have  a 
direct  Impact  on  trading  on  the  contract 
market; 

(E)  Any  circumstance  having  a  severe, 
adverse  effect  upon  the  physical  func¬ 
tions  of  a  contract  market  including,  for 
example,  fire  or  other  casualty,  bomb 
threats,  substantial  inclement  weather, 
power  failures,  communications  break¬ 
downs,  and  transportation  breakdowns; 

(F)  The  bankruptcy  or  insolvency  of 
any  member  or  member  firm  of  the  con¬ 
tract  market  or  the  imposition  of  any  in¬ 
junction  or  other  restraint  by  any  gov¬ 
ernment  agency,  court  or  arbitrator  upon 
a  member  of  the  contract  market  which 
may  affect  the  ability  of  that  member  to 
perform  on  its  contracts; 

(O)  The  suspension  or  imposition  of 
trading  restrictions  on  a  member  or 
other  person  where  it  appears  that 
such  person  has  failed  to  perform  con¬ 
tracts,  is  insolvent,  or  is  in  such  financial 
or  operational  condition  or  is  conducting 
business  in  such  a  manner  that  such  per¬ 
son  cannot  be  permitted  to  continue  in 
business  without  jeopardizing  the  safety 
of  customers’  funds,  members  of  the  con¬ 
tract  market,  or  the  clearing  organiza¬ 
tion  of  the  contract  market;  or 

(H)  Any  other  unusual,  unforeseeable 
and  adverse  circumstance,  with  respect  to 
which  it  is  impracticable  for  the  contract 
market  to  submit,  in  a  timely  fashion, 
a  rule  to  the  Commission  for  prior 
approval. 

(3)  The  term  “governing  board”  of  a 
contract  market  Includes  the  board  of 
directors,  the  board  of  governors  or  the 
board  of  managers  of  the  contract  mar¬ 
ket  and  any  committee  duly  authorized 
to  take  action  for  and  on  behalf  of  the 
contract  market  with  respect  to  an  emer¬ 
gency  pursuant  to  a  rule  of  the  contract 
market  that  has  been  approved  by  the 
Commission  pursuant  to  section  5a(12) 
of  the  Act. 

(4)  The  term  "two-thirds  vote”  of  a 
governing  board  of  a  contract  market 
means  the  affirmative  vote  of  not  less 
than  two-thirds  of  the  members  of  such 
governing  board  present  and  voting  at  a 
meeting  of  such  governing  board  at 
which  a  quorum  of  at  least  one-third  of 
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the  members  of  such  governing  board  Is 
in  attendance. 

(5)  The  term  “temporary  emergency 
rule”  means  a  rule  adopted  by  a  “two- 
thirds  vote”  of  the  governing  board  of 
a  contract  market  to  meet  an  emergency. 

(b)  In  the  event  of  an  emergency,  a 
contract  market,  by  a  two-thirds  vote 
of  its  governing  board,  may  place  into 
immediate  effect  a  temporary  rule  to 
deal  with  the  emergency  without  prior 
Commission  approval.  The  temporary 
emergency  rule,  including  any  modifi¬ 
cation  thereof,  may  last  for  the  duration 
of  the  emergency,  as  determined  by  the 
contract  market,  but  in  no  event  shall 
the  temporary  rule,  or  any  modifications 
thereof,  continue,  without  express  Com¬ 
mission  authorization,  beyond  30  days 
after  the  temporary  rule  is  first  put  into 
effect.  In  no  event  shall  the  temporary 
emergency  rule,  or  any  modification 
thereof,  remain  in  effect  for  more  than 
90  days  after  the  temporary  rule  is  first 
put  into  effect.  The  contract  market 
shall  notify  the  Commission  of  the  adop¬ 
tion,  modification  and  termination  of 
a  temporary  emergency  rule  by  the  fast¬ 
est  available  means  of  communication. 
The  contract  market  shall  also  submit 
in  writing  a  copy  of  all  temporary  emer¬ 
gency  rules,  and  modifications  and 
terminations  thereof,  and  a  complete 
explanation  of  the  emergency  and  the 
action  taken  to  meet  the  emergency. 
These  submissions  shall  be  made  to  the 
Commission  at  its  Washington,  D.C., 
headquarters,  and  two  copies  shall  be 
transmitted  to  the  regional  office  of  the 
Commission  having  local  jurisdiction 
over  the  contract  market.  The  temporary 
emergency  rule  may  authorize  the  con¬ 
tract  market  or  any  governing  board  or 
committee  thereof  to  undertake  actions 
necessary  or  appropriate  to  meet  an 
emergency,  including,  but  not  limited  to, 
such  actions  as: 

(1)  Modifying  or  suspending  any  pro¬ 
vision  of  the  rules  of  the  contract 
market; 

(2)  Limiting  trading  to  liquidation 
only,  in  whole  or  in  part; 

(3X. Extending  or  shortening  the  ex¬ 
piration  date  for  trading  in  contracts; 

(4)  Extending  the  time  of  delivery; 

(5)  Changing  delivery  points; 


(6)  Ordering  the  liquidation  of  con¬ 
tracts  or  the  fixing  of  a  settlement  price 
or  the  reduction  in  positions ; 

(7)  Ordering  the  transfer  of  contracts 
held  by  a  member  of  the  contract  market 
to  another  member,  or  members,  of  the 
contract  market; 

(8)  Extending  or  limiting  hours  of 
trading;  and 

(9)  Suspending  trading. 

(c)  In  the  event  the  physical  functions 
of  a  contract  market  are  severely  and 
adversely  affected  by  a  “physical  emer¬ 
gency,"  such  as  fire  or  other  casualty, 
bomb  threats,  substantial  inclement 
weather,  power  failures,  communica¬ 
tions  breakdowns,  or  transportation 
breakdowns,  a  contract  market  official, 
duly  authorized  to  take  such  action  for 
and  on  behalf  of  the  contract  market 
with  respect  to  such  a  “physical  emer¬ 
gency”  pursuant  to  a  rule  of  the  contract 
market  that  has  been  approved  by  the 
Commission  pursuant  to  section  5a  (12) 
of  the  Act,  may  suspend  trading  on  the 
contract  market,  but  in  no  event  shall 
suspension  of  trading  by  such  a  desig¬ 
nated  official  continue  in  effect  for  more 
than  5  days.  If  so  authorized  by  the  con¬ 
tract  market  rule,  such  designated  con¬ 
tract  market  official  may  also  order  res¬ 
toration  of  trading  on  the  contract  mar¬ 
ket,  in  the  absence  of  action  by  the 
governing  board  of  the  contract  market, 
upon  a  determination  by  him  that  the 
“physical  emergency”  has  sufficiently 
abated  to  permit  the  physical  functions 
of  the  contract  market  to  continue  in  an 
orderly  manner. 

(d)  Three  copies  of  any  proposed  rule 
of  a  contract  market  required  to  be  sub¬ 
mitted  to  the  Commission  for  approval 
pursuant  to  section  5a(12)  of  the  Act 
shall  be  furnished  to  the  Commission  at 
its  Washington,  D.C.,  headquarters,  and 
two  copies  shall  be  furnished  to  the  re¬ 
gional  office  of  the  Commission  having 
local  jurisdiction  over  the  contract  mar¬ 
ket.  The  contract  market  submission 
shall  be  accompanied  by  an  explanation 
of  the  proposed  rule  (including  its  an¬ 
ticipated  effective  date),  the  action 
taken  or  anticipated  to  be  taken  by  the 
contract  market  with  respect  to  adop¬ 
tion  of  he  proposed  rule,  the  purpose  and 
background  of  the  proposed  rule  and  any 
other  information  which  may  be  bene¬ 
ficial  to  the  Commission  in  analyzing  the 
proposed  rule.  Each  contract  market 
shall  promptly  notify  the  Commission  of 
any  changes  in  its  membership,  and 
shall  promptly  furnish  the  Commission 


with  two  copies  of  any  rule  it  proposes 
to  place  into  effect  without  prior  Com¬ 
mission  approval  pursuant  to  section 
5a(12)  of  the  Act,  Including  margin 
rules.  The  contract  market  shall  send 
one  copy  of  such  notification  or  rule  to 
the  Commission’s  Washington,  D.C., 
headquarters  and  one  copy  to  the  re¬ 
gional  office  of  the  Commission  having 
local  jurisdiction  over  the  contract  mar¬ 
ket. 

(e)  A  contract  market  is  not  required 
to  submit  to  the  Commission  for  approval 
pursuant  to  section  5a(12)  of  the  Act 
contract  market  rules  and  rule  changes 
which  are  operational  or  administrative 
in  nature  and  pertain  to  such  matters  as: 

( 1 )  Hours  of  trading, 

(2)  Correction  of  typographical  or 
other  mechanical  errors  in  rules, 

(3)  Declaration  of  holidays,  and 

(4)  Changes  in  references  to  the  Sec¬ 
retary  of  Agriculture  to  references  to  the 
Commission  or  the  Department  of  Justice 
necessitated  by  the  Commodity  Futures 
Trading  Commission  Act  of  1974. 

Such  contract  market  rules  shall  be  sub¬ 
mitted  by  the  contract  market  to  the 
Commission  pursuant  to  section  5a(l)  of 
the  Act,  and  shall  become  effective  ten 

(10)  days  after  their  receipt  by  the  Com¬ 
mission,  or  at  such  later  dates  as.  such 
rules  themselves  specifly:  Provided,  how¬ 
ever,  That  such  rules  shall  not  become 
effective  if  the  contract  market  is  noti¬ 
fied  that  the  Commission  has  determined 
that  the  rules  of  a  contract  market  so 
submitted  are  not  operational  or  admin¬ 
istrative  in  nature  or  that  the  Commis¬ 
sion  will  be  unable  within  ten  (10)  days 
to  determine  whether  those  rules  art  op¬ 
erational  or  administrative  in  nature. 

Interested  persons  are  invited  to  sub¬ 
mit  written  comments  on  the  proposed 
regulation  to  the  Commodity  Futures 
Trading  Commission,  1120  Connecticut 
Avenue  NW.,  Washington,  D.C.  20036, 
Attention:  CCU.  Comments  received  on 
or  before  April  30,  1976,  will  be  consid¬ 
ered  by  the  Commission  before  taking  ac¬ 
tion  on  the  proposed  regulation.  Copies 
of  all  comments  received  will  be  available 
for  inspection  at  the  Commission’s  of¬ 
fice  in  Washington,  D.C. 

Issued  in  Washington,  D.C.,  on  Feb¬ 
ruary  27, 1976,  by  the  Commission. 

William  T.  Bagley, 
Chairman,  Commodity 
Futures  Trading  Commission. 
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Whatever  happened  to  the  Director  of  Liqui¬ 
dation?  (page  693) 

Which  agencies  have  programs  concerning 
American  Indians?  (page  817) 

What  is  SPARS?  (page  762) 

The  answers  to  these  and  many  more  in¬ 
triguing  questions  concerning  the  Federal 
Government  can  be  found  in  the  U.S.  Govern¬ 
ment  Manual. 


This  official  guidebook  provides  useful  information  about  a  wide  variety 
of  programs^  and  activities  within  the  three  branches  of  Government, 
including: 

•  Agency  programs,  functions,  key  officials,  and  a  “Sources  of  In¬ 
formation"  section 

•  Federal  regional  government  system 

•  A  historical  reference  to  Federal  agencies  and  functions 

•  Bicentennial  activities  and  programs 

This  handbook  is  an  excellent  reference  tool  for  teachers,  students,  librar¬ 
ians,  businessmen,  lawyers,  and  citizens  interested  in  current  information 
about  the  U.S.  Government. 
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